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Building and Managing an 
International Franchise 
Network

Pauline Cowie

Introduction 
The increasing globalisation of  business means that even relatively 
small companies may decide to franchise internationally, even when 
they do not franchise in their home country.  It is rare for a business of  
any size not to have considered franchising at some point in its 
evolution.  Once first steps have been taken to franchise internationally, 
expertise developed and experience gained in setting up international 
franchise operations, entering into new international markets through 
franchising becomes easier as processes become more streamlined and 
lessons learnt on strategy and implementation are taken on board.  
Whilst not without risk, these risks become easier to identify and 
manage.  The key advantage of  franchising over other expansion routes 
is that companies are able to expand in international markets faster and 
more cost-effectively than company-owned operations which are 
capital-intensive, although company-owned operations can often be 
operated alongside franchised units. 

 
Key Considerations 
When looking at the available options, companies can adopt a number 
of  strategies when building an international network.  Choosing the 
most effective expansion route is a key component and what might 
suit in one territory, may not suit in another.  It is not uncommon for 
a company to have a number of  different expansion routes.  The 
choices made will depend on a variety of  factors including: 
■ market potential; 
■ numbers of  suitable prospective franchisees; 
■ how close the company wants its relationship to be with the 

franchisees; 
■ capacity to provide support and infrastructure; 
■ language and communication; 
■ local law requirements and barriers to entry; 
■ taxation; and 
■ financials, particularly the profitability of  the franchise business 

and the scope for deduction of  potentially multiple levels of  fees 
from the franchise network. 

 
Avoiding Costly Mistakes 
Whichever route to international franchising is chosen – having 
made a decision to franchise internationally, whether in a particular 
jurisdiction or generally – it is important to ensure that the company 
as franchisor complies with all compliance and legal requirements, 
and that all necessary steps are taken to maximise success, bearing 
in mind the long-term nature of  the relationship with franchisees. 

One of  the key areas to consider is how an assessment is made of  
the suitability of  a prospective franchisee.  By carrying out a thorough 
initial assessment of  the potential franchisee and due diligence 
investigation, the franchisor will obtain sufficient information to 
enable an informed decision to be made in principle, and as to 

whether it has sufficient confidence to move forward to detailed 
discussions and the signing of  a formal franchise agreement.  It will 
also assist a company in evaluating the strengths and weaknesses of  
a potential franchisee and inform how the franchise agreement may 
be structured.  Companies that have already franchised their business, 
whether domestically or internationally, will already have an under-
standing and insight into how critical it is to get the appointment of  
the franchisee right.  If  things go wrong domestically, problems and 
disputes with a franchisee are much easier to handle than a disruptive 
and non-compliant franchisee in an overseas jurisdiction. 

Before starting the process, an understanding of  culture and 
custom, together with preliminary research on how familiar or 
prevalent franchising is in the target country, will inform the 
approach to due diligence.  In some countries, it is important to build 
the relationship with the prospective franchisee before any detailed 
due diligence information is requested.  Good communications in 
the initial stages are a means of  building rapport and enable an 
assessment to be made as to whether the parties are in fact able to 
communicate without fundamental disagreement. 

Whilst companies who already franchise in the domestic market 
will already conduct due diligence on franchisees, international due 
diligence will throw up a variety of  additional challenges.  Language 
may well be an issue, as well as differences in how the parties like to 
communicate.  There could also be cultural issues.  All of  these need 
to be factored into the decision to proceed, and how best to 
structure the arrangements. 

 
Internal Processes and Procedures 
When considering how and when a company develops its inter-
national franchise strategy, it should also review whether current 
internal processes are fit for purpose with expansion in mind.  An 
in-depth look at how, practically, the company will manage multiple 
international franchisees is a crucial step and should be revisited at 
appropriate points, remembering that the franchisees will be 
independent business-owners, rather than company employees, and 
therefore require a different and more sophisticated approach.  The 
company should assess current capacity and efficiencies of  
procedures for developing and expanding an international franchise 
network, with a view to making changes to accommodate future 
plans.  This can be achieved by: 
■ mapping out current processes and identifying any existing and 

anticipated day-to-day issues, making an assessment of  their 
actual and potential impact and what should be prioritised for 
change.  This will cover the period from initial discussions and 
signing of  non-disclosure agreements, through to signing of  
franchise agreements and coordinating the actions and 
documentation which need to be in place prior to opening; 

■ understanding where in the process information is obtained, by 
whom and who needs to have that information both internally 
and externally.  This could include teams such as finance, learning 
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and development, real estate and supply chain.  It will also be 
important to ensure that controls are in place so that relevant 
information is verified as being correct before being actioned; and 

■ considering solutions to address any areas of  inefficiency on a 
priority basis, looking across the spectrum of  people, processes 
and technology.  The company should also consider including the 
use of  automation and any opportunities to make these processes 
more efficient to manage both costs and risks. 

 
Expansion Routes 
International franchising may take place alongside a corporate 
presence, as well as forming part of  a varied strategy to penetrate 
international markets.  The more common forms of  international 
expansion are as follows: 

 
Master Franchising 

This is where the company as master franchisor enters into an agree-
ment for a defined territory with a single master franchisee.  The 
master franchisee will be granted rights to enter into sub-franchise 
agreements with sub-franchisees, often with an agreed development 
plan.  The master franchisee may be required to establish one or more 
pilot operations to test and, with agreement, adapt the franchise 
format for the territory.  The master franchisor will usually adopt a 
‘light touch’ approach, leaving the master franchisee to recruit, 
support and manage the franchise network, but regular contact and 
support to the master franchisee will still be required.  For this type 
of  arrangement to work, there must also be sufficient, realistically 
achievable profitability for all parties (i.e. the master franchisor, master 
franchisee and sub-franchisees) to ensure an adequate return. 

The disadvantage of  this route is that the master franchisor will 
not have a direct relationship with the sub-franchisees, which in turn 
has its disadvantages (see Direct Franchising below).  However, there 
are advantages too, particularly where the territory is far away and 
the right master franchisee with adequate resources is appointed. 

 
Area Developer  

This is a variation on the master franchise model and can take two 
forms: 
■ in the first scenario, the area developer is appointed by the fran-

chisor to recruit franchisees for that territory but is not entitled 
to operate any units in the territory.  Here, the franchise relation-
ship is between the franchisor and the franchisees who are 
introduced to the franchisor by the area developer.  The area 
developer may be required to provide certain support services 
at a local level to support the franchisees, such as training, 
marketing and business development, in return for a fee; or 

■ alternatively, the franchisor may agree to enter into an agreement 
with the area developer for it to develop and open units itself  
rather than introducing potential franchisees to the franchisor 
or appointing sub-franchisees.  A separate franchise agreement 
may then be entered into for each unit.  The development of  the 
area will be in accordance with an agreed development plan. 

The former model has much in common with master franchising; 
the latter with direct franchising. 

 
Direct Franchising 

As with domestic franchising, the franchisor enters into one or more 
franchise agreements directly with franchisees in the overseas 
territory.  The franchisees will each only be authorised to trade from 
an agreed location or within an allocated part of  the territory.  They 

will not be authorised to enter into any sub-franchise agreements.  
The franchisor will have direct responsibility for supporting the fran-
chisees and will receive payments of  fees and charges directly from 
the franchisees.  This is most commonly used where there is neither 
an intention to grant a large number of  franchises, nor an 
expectation that franchisees will operate on a large scale.  The reason 
for this is that it can become complex to manage a large number of  
franchisees at a distance unless the business has personnel on the 
ground and an existing support network and infrastructure.  If  there 
is a support network in place – often this might be because the busi-
ness is already trading in that country, or supplies products on a 
wholesale basis – then it may make sense to enter into strategically 
placed direct franchises.  The business will need to consider any 
language barriers and the distance between its domestic operations 
and the franchisees, as well as any operational challenges. 

Entering into direct franchises at a distance can mean that it is 
difficult for a franchisor to ensure that the franchisees are, at all 
times, compliant with the terms of  their franchise agreements.  In 
addition, the franchisor should consider whether it is able logistically 
to provide adequate support to the franchisees.  If  it is not, it may 
leave itself  vulnerable to claims from those franchisees and having 
to deal with network issues.  The franchisor will also need to 
consider how it can best protect itself  to ensure that payments are 
made on time from a large number of  direct franchisees – which can 
be difficult to manage – and what security could be obtained to assist 
in this process. 

If  a franchisor wants to have a direct relationship with franchisees 
in a country and has the means and resources to do so, it might 
decide to establish a branch or subsidiary in that country to avoid 
some of  the issues identified above.  The franchisor would grant 
franchises through the branch or subsidiary that would become the 
franchisor in that country.  The advantages of  this route are that it 
would be physically close to the franchisees and therefore able to 
monitor performance and compliance by the franchisees more easily; 
as well as being able to retain all franchisee fees received, rather than 
splitting them with a master or area developer franchisee.  A 
relatively small-scale operation established by the franchisor for this 
purpose may not give the franchisees much comfort, but strategically 
may suit the franchisor’s purposes provided that it is able and willing 
to comply with regulatory and taxation requirements. 

 
Joint Venture 

Whilst not a common means of  international franchise expansion, 
it can be used to great effect where the potential joint venture 
partner has specific supply chain relationships, infrastructure and 
local market knowledge which the franchisor wants to benefit from.  
In certain jurisdictions, it may be the only viable route to market 
entry.  The joint venture partner may also see it as the best means of  
ensuring adequate support from the franchisor and continuing 
interest in the operations, rather than a more distant master franchise 
relationship. 

A joint venture is not the classic way of  franchising but can be 
effective in difficult jurisdictions and with large franchise partners, 
although it does require more involvement from the franchisor 
through management of  the joint venture and potentially a seat on 
the board.  The joint venture will be regulated by an agreement, 
which will need to be adapted to reflect each party’s contributions 
and strategic long-term aims.  A key area is intellectual property, 
which will be retained by the franchisor and which will need to be 
licensed in.  A franchise agreement will also need to be put in place 
with the joint venture company, including a development schedule 
in accordance with the agreed business plan. 

 



Conversion of Existing Company Operations 

A company may already have a presence in an international market 
and, as with its home territory, conversion of  some or all existing 
company-owned operations to a franchise model is an increasingly 
popular route.  The business will obtain the benefit of  the transfer 
of  costs in operating the units to franchisees, and a steady flow of  
income from fees.  Maintaining a small presence in an overseas 
territory means that the franchisor can support and manage the fran-
chise network and retain more control.  Experience shows that 
conversion of  existing units to a franchise model increases the return 
to shareholders and the business benefits from highly motivated 
business owners. 

 
Managing New Franchise Openings 
Assuming that the structural issues are resolved and the due diligence 
process is completed, the company will also need to ensure that it is 
able to manage the opening of  new international franchised busi-
nesses as friction-free and seamlessly as possible.  From signature to 
commencement of  operations, all parts of  the organisation must be 
kept appropriately informed and ensure that they are aligned with 
the timescales and procedures for franchise openings.  This will 
include dealing with any specific complexities in a particular territory 
and the logistics involved in the supply chain. 

From a legal and risk perspective, as a minimum before training 
and operations commence, a check should be made to ensure: 
■ that all franchise agreements are issued correctly and are signed 

and completed properly, including ensuring that all ancillary 
agreements are properly signed and dated; 

■ if  translations, legalisation or notarisation of  documentation is 
required, that these have been obtained; 

■ where disclosure and/or registration is required, that the busi-
ness has complied with the formalities within the relevant 
timeframes and that there is an audit trail to confirm this; and 

■ that any required financial protection, such as letters of  credit or 
even payment in advance, is received before shipments of  
products are made. 

Putting in place adequate procedures for producing, negotiating, 
approving, signing and reporting on international as well as 
domestic franchise agreements is a key component of  good fran-
chise management. 

Whilst it is not contemplated that franchise agreements will be 
reviewed on a regular basis, there invariably becomes a point at 
which it becomes necessary to ensure that franchisees are kept on 
track regarding compliance with their obligations under their fran-
chise agreements.  Having fully completed and signed agreements 
which are compliant with local law requirements is a fundamental 
step in ensuring that a company has the tools to manage compliance.  
Keeping a centralised repository of  agreements with key dates such 
as dates for renewal, production of  business and marketing plans, 
reporting and payments; as well as keeping track of  unit openings 
and minimum performance requirements, will assist greatly in this 
task, which should be reviewed on a regular basis. 

 
Ongoing Management of the Franchise Network 
Handling multiple franchisees across multiple jurisdictions can be a 
challenge, as the organisation deals with an increasingly sophisticated 
business model combining company-owned operations with the 
management of  complex supply chains. 

Keeping franchisees motivated, fully supported and interested in 
the business, as well as listening to any concerns and challenges, can 
help to avoid conflict. 

Areas of  dispute can involve the following: 
■ non-payment of  franchise and other fees and payments at all or 

on time; 

■ master franchisees failing to manage their franchise network of  
sub-franchisees properly, which often only comes to light when 
complaints are received at head office from sub-franchisees; 

■ failing to achieve minimum performance criteria, whether in 
relation to the numbers of  opened units or turnover; 

■ data breaches and failure to comply with data privacy and 
protection laws;  

■ failing to provide adequate financial and reporting information 
when it is not possible to obtain the relevant information by 
other means; 

■ numerous small but persistent breaches; or 
■ breaching non-compete obligations. 

Companies need to consider how they will monitor and manage 
breaches of  the franchise agreement by international franchisees.  
Keeping international franchisees on track by regular contact and 
putting in place effective compliance programmes is an essential 
requirement of  successful programmes.  Franchisees need to be 
educated about compliance and the steps which need to be taken to 
ensure that they address any deviations promptly.  They need to 
receive adequate levels of  support on an ongoing basis.  A structured 
support programme and communication strategy with franchisees 
can often keep up motivation levels and address any problem areas 
before they become bigger issues, when more formal action might 
need to be taken. 

Use of  technology to assist companies in communicating with and 
managing compliance is an increasingly important part of  the 
management of  international franchisees.  The more the company 
can design this into the procedures to be used by the franchisees in 
the business system, the more it will reap the benefits and pre-empt 
any issues which may arise.  The company should also consider 
updating and making changes to IT networks to support inter-
national expansion, including by taking advantage of  CRM, project 
management and billing systems. 

Technology also enables a company to disseminate information 
quickly and in a standardised way, such as changes in operational 
manuals and policies and online training modules.  An intranet can 
be a useful tool to keep franchisees informed and up to date with 
company developments.  As well as communication, the use of  tech-
nology to improve processes and procedures as well as customer 
experience, can add value from a business and franchise perspective.  
International franchisees may also be able to suggest ideas for 
consideration and, if  approved, manage implementation at a local or 
even a wider level.  Often the best ideas for innovation come from 
franchisees, as there may be innovations and technologies commonly 
used in some countries or jurisdictions which the company may not 
be aware of. 

Master franchisees can be provided with systems which replicate 
the company’s own systems, so that they can manage their sub-fran-
chisees in the same way that the company manages its domestic 
franchisees.  If  this is on the basis that the company retains access 
to such systems, it has the advantage of  enabling the company to 
exercise step-in rights effectively in the event of  a dispute or 
termination, and potentially to assist in the resale of  the master fran-
chise’s territory.  Of  course, privacy and data laws need to be 
complied with by all parties, and mapping out their respective 
responsibilities as to how compliance is maintained is a key 
component of  devising the international strategy. 

 
Conclusion 
There isn’t a ‘one size fits all’ approach to international franchising.  
Opportunities arise and commercial considerations dictate the final 
detail and structure.  Taking a good look at internal processes and 
procedures, and using the latest technology to optimise efficiencies 
and manage risk, will be integral to achieving successful outcomes. 
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